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The   Legislative  Audit   Committee 
of  the  Montana  State   Legislature: 

Herein   transmitted   is  our  performance  audit  of  the  collection 
of  federal    indirect   cost    reimbursements   by   state  agencies.      The 
purpose   and    scope  of   the   audit   are   explained    in   Chapter    I    of   the 
report. 

This   report  contains   recommendations   to  the  Governor's  Office 
to   improve   the   indirect   cost   reimbursement   collection    process   to 
maximize  the  collection  of  applicable   reimbursements  and   ensure  the 
proper  disposition   of  such   collections.      The  Governor's  Office  has 
concurred   with   the   recommendations  made   in   this   report   (page   18). 

We  wish   to  express  our  appreciation   to   the   Governor  and   his 
staff  and   the   staff  of  the  various   agencies  and   the  university   units 
visited    for   their   cooperation   and   assistance. 

Kespectliilly    submitted, 


James    H.    Gillett,    CPA 
Acting    Legislative   Auditor 
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CHAPTER    I 
INTRODUCTION 

This  report  is  the  result  o(  our  review  of  state  agency  collec- 
tion ot  federal  indirect  cost  reimbursements  during  fiscal  year 
1979-80.  Since  most  federal  grants  and  conlracls  will  provide 
reimbursement  of  stale  indirect  costs,  state  agencies  have  the 
responsibility  to  maximize  these  reimbursements  so  that  state  funds 
do  not  have   to  pay   these  costs. 

The  review  focused  on  the  indirect  cost  reimbursement  collec- 
tion procedures  of  all  state  agencies  with  federal  grants  and  con- 
tracts. Reviews  were  performed  at  16  state  agencies  receiving 
more  than  $1  million  each  in  federal  grants  and  contracts.  We  sent 
questionnaires  to  those  agencies  receiving  federal  grants  and 
contracts  totalling  less  than  $1  million  each  and  followed  up  on 
selected  questionnaires. 
REPORT    ORGANIZATION 

The  report  is  presented  in  three  chapters.  Chapter  I  pre- 
sents an  introduction  to  the  report  and  summarizes  the  objectives 
and   scope  of  our   performance   review. 

Chapter  II  presents  background  information  about  indirect 
cost  reimbursements,  including  present  state  and  federal  rules  and 
regulations. 

Chapter  III  summar-izes  the  areas  of  concern  resulting  from 
our  review  and  includes  recommendations  regarding  solutions  to 
current   problems. 


CHAPTER    II 
BACKGROUND 

This      chapter     provides     background     information     on     indirect 
costs    and    presents    federal    and   state   rules  and    regulations   regard- 
ing  reimbursement  of  those  costs. 
FEDERAL    INDIRECT    COST    REIMBURSEMENTS 

Federal  grants  and  contracts  are  a  significant  source  of  funds 
for  Montana  state  government.  During  fiscal  year  1979-80,  state 
government  received  federal  grants  and  contracts  totalling  approxi- 
mately $538,000,000.  The  programs  supported  by  these  federal 
funds    incur   both   direct   and    indirect   costs. 

Direct  costs  are  expenditures  specifically  for  the  purpose  of 
the  grant  or  contract   such   as: 


1)  Payroll    costs    of    employees    working    on    a    specific    grant 
or  contract; 

2)  Costs   of   materials    and    equipment    consumed    or    acquired 
specifically   for   the   grant   or   contract;    and 

3)  Other     expenses     incurred    specifically    to    carry    out    the 
grant  or  contract    agreement. 


Indirect  costs  are  those  costs  incurred  for  the  benefit  of  more 
than  one  program  that  are  not  readily  assignable  to  the  benefitted 
program   such   as: 


1)  Costs  for  establishing  and  maintaining  accounting  and 
other  information  systems  required  for  the  management  of 
grant  programs  and   provided   by   a  central    service  agency. 

2)  Costs  of  legal  services  provided  by  an  agency's  legal 
staff    for    administration    of    a    federal    grant    or    contract. 

3)  The  cost  of  maintaining  and  operating  an  organization  for 
purchasing    supplies,    eqiiiptnenl,    and   materials. 


FEDERAL    RULES    AND    REGULATIONS 

Federal  Management  Circular  (FMC)  74-4  provides  procedures 
by  which  state  agencies  can  collect  indirect  cost  reimbursements  so 
that  the  lederally  assisted  programs  carry  their  share  of  costs. 
Federal  policy  regarding  indirect  costs  has  been  to  generally  allow 
reimbursement  ot  indirect  costs  on  all  grants  and  contracts  except 
those   with    specific    funding   or    statulor-y    restrictions. 

The  state  agencies  must  submit  an  indirect  cost  proposal  to 
the  cognizant  federal  agency  which  is  assigned  responsibility  for 
negotiation,  approval  and  audit  of  the  indirect  cost  proposal.  The 
approved  proposal  establishes  the  allowable  percentage  of  indirect 
cost  reimbursement  available.  This  rate  is  to  be  applied  to  an 
agreed  upon  expenditure  base  to  determine  the  allowable  indirect 
cost  reimbursement.  Some  federal  agencies  have  maximum  indirect 
cost  reimbursement  rates  which  are  lower  than  the  rate  approved 
by  the  cognizant  agency.  In  Ihose  cases,  slate  agencies  must  use 
the  lower  rates  for  the  applicable  grants  and  contracts. 
STATE    RULES    AND   STATUTES 

Sections  17-2-104  and  17-3-101  through  17-3-111,  MCA,  are 
the  primary  state  statutes  related  to  federal  assistance  manage- 
ment. These  statutes  place  the  major  responsibility  for  administer- 
ing federal  assistance  with  the  Governor's  Office.  Section  17-3-105, 
MCA,  gives  the  Governor's  Office  the  power  to  accept  federal 
funds  for  the  state.  Section  17-2-104,  MCA,  requires  that  all 
applications  made  by  state  agencies  for  federal  assistance  program 
funds  must  be  approved  by  the  Governor,  with  the  exception  of 
university   system   research   grants. 


Section  17-3-111,  MCA,  requires  that  state  agencies  receiving 
federal  grants  and  Lonlracls  shall,  in  accordance  with  federal 
regulations  and  guidelines,  negotiate  indirect  cost  rates  and  en- 
deavor, to  the  fullest  extent  possible,  to  recover  indirect  costs  of 
federal  assistance  programs.  Section  17-3-110,  MCA,  which  is 
discussed  in  more  detail  in  the  following  report  section,  requires 
the  state  budget  director  to  prepare  a  statewide  cost  allocation 
plan. 

In  May  1979,  the  Governor's  Office  of  Budget  and  Program 
Planning  (OBPP)  issued  Management  Memo  2-79-6,  which  provided 
general  information  concerning  FMC  74-4,  emphasized  agency 
responsibility  under  state  statutes  and  provided  procedures  for 
budgeting  and  accounting  for  indirect  cost  reimbursements.  The 
memorandum  emphasized  that  allowable  indirect  cost  recoveries  must 
be  budgeted  and  accounted  for  as  indirect  cost  reimbursements  and 
should  not  be  used  to  provide  grants  or  contracts  with  additional 
working  capital.  This  memorandum  was  reissued  in  August  1980 
with  minor  revisions  as  Management  Memo  4-80-7. 
Statewide  Cost   Allocation   Plan 

Certain    state  agencies,    such   as    the   Department   of  Administra- 
tion    and    the    Slate    Auditor's    Office,     provide    centralized    services 
such    as    accounting    and    payroll    sysl(>m   maintenance   .md   processing 
to  other   state  agencies.      These  centralized  maintenance  and   process- 
ing  services   are   funded    from   the   state  general    fund   and   the   agencies 
receiving    these   services   are   not   billed    for   their   costs. 


Section  17-13-110,  MCA,  requires  OBPP  lo  prepare  an  annual 
Statewide  Cost  Allocation  Plan  (SWCAP)  which  contains  an  alloca- 
tion of  centralized  services  costs  not  billed  to  state  agencies.  The 
plan  allocates  these  unbilled  costs  to  all  agencies  receiving  the 
services.  The  agencies  are  to  include  the  costs  allocated  to  them 
in  their  cost  pool  used  in  determining  an  indirect  cost  rate. 
Reimbursements  received  by  the  agencies  for  SWCAP  costs  are  to 
be  deposited   in    the  state  general    fund. 


CHAPTER    III 
AREAS   OF   CONCERN 
INTRODUCTION 

Our  review  disclosed  that  many  stale  agencies  are  not  comply- 
ing with  stale  requirements  regarding  the  collection  of  federal 
indirect  cost  reimbursements.  As  a  result,  stale  moneys  are 
improperly  funding  indirect  cosls  related  to  federal  grants  and 
contracts.  Some  agencies  are  not  adequately  informed  regarding 
slate  requirements.  Other  agencies  are  aware  of  the  requirements, 
but  choose  to  ignore  them  in  order  to  provide  additional  funding 
for  direct  grant  or  contract  costs.  The  following  report  sections 
discuss  our  major  concerns  and  recommend  solutions  to  the  various 
problems. 

FAILURE   TO   SEEK    ALLOWABLE    REIMBURSEMENTS 
Indirect  Cost   Proposals 

During  our  review,  we  found  that  a  number  of  state  agencies 
are  not  submitting  indirect  cost  proposals  for  the  collection  of 
allowable  indirect  cost  reimbursements.  The  following  schedule 
lists  those  agencies  which  failed  to  submit  indirect  cost  proposals 
during  fiscal   year  1979-80. 


AGENCIES  NOT  SUBMITTING  INDIRECT  COST  PROPOSALS 

FISCAL  YEAR  1979-80  ~ 

Estimated  Amount 
of  Federal  Grants 

Agency  and  Contracts 

Advisory  Council  for  Vocational  Education  $    70,125 

Board  of  Public  Education  3,750 

Boulder  Rivt-r  School  and  Hospil.il  179,902 

Commissioner  for  Higher  Education  440,417 

Court  Administrator  -  Supreme  Court  83,087 

Department  of  Community  Affairs  - 

Research  and  Information  Division  33,781 

Department  of  Justice  549,365 

Department  of  Labor  and  Industry  -  Workers' 

Compensation  Division  68,016 

Department  of  Military  Affairs  -  Disaster 

and  Emergency  Services  Division  457,524 

Department  of  Revenue  148,876 

Eastmont  Training  Center  37,276 

Montana  Arts  Council  359,996 

Montana  Historical  Society  834,812 

Mountain  View  School  49,237 

Pine  Hills  School  167,693 

School  for  the  Deaf  and  Blind  391,390 

Swan  River  Youth  Forest  Camp  69,243 

Warms  Springs  State  Hospital  100,925 

Total  Federal  Grants  and  Contracts  $4,045,415 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor. 

I  I  I  u.sl  rat  i  on  I 


Most  of  these  agencies  did  not  receive  indirect  cost  reimburse- 
ments because  they  were  not  aware  of  the  avaiUbility  of  indirect 
cost  reimbursements.  As  a  result,  indirect  costs  related  to  the 
applicable  federal  grants  and  contracts  were  funded  by  the  state 
even  though  reimbursements  could  have  been  available  from  the 
federal  government.  Conservatively  estimating  thai  only  half  of 
these  federal  grants  and  conltacis  are  eligible  for  indirect  cost 
reimbursement  at  an  indirect  cost  rate  of  5  percent  results  in  a 
loss  of  approximately  $100,000  in  federal  indirect  cost  reimburse- 
ments. 

Failure  to    Include   SWCAP   Costs    In    Proposal 

Two  agencies  did  not  include  SWCAP  costs  allocated  to  them 
in  their  indirect  cost  proposal.  The  following  is  a  list  of  the 
agencies  and   the  amount  of  SWCAP  costs   not   included. 

AGENCIES   NOT    INCLUDING   SWCAP  COSTS 
IN   INDIRECT  COST   PROPOSALS   -   FISCAL"  YEAR    19 79-80 

SWCAP   Amount 
Ag e n c_y  Not    Included 

Department    of    I'oininnn  i  t  y    Aff.tirs  $    22, 33!} 

Monlaiiii    Colli'Kf"    «•    NiniM.il    Siicmt;    and   Toclinology  78,397 

Total    SWCAP   Costs    Not     liu  IikI.mI  $100,730 


Source:      Compiled   by    the   Office   of    the   Legislative   Amlitor. 

1 1  lustration   2 

As  a  result  of  the  failure  to  include  SWCAP  costs  in  the 
compulations  of  their  allowable  indirect  cost  reimbursement  rale, 
Ihese    agencies     tailed     to    collect    allowable    reimbursements    lor    Ihal 


portion  of  SWCAP  costs  chargeable  to  their  federal  grants  and 
contracts.  The  state  general  fund  had  to  pay  indirect  costs  re- 
lated  to   the   federal   grants  and   contracts. 

Failure   to  Seek    Indirect  Cost    Reimbursements 
from  Certain   Grants 

A  number  of  agencies  with  approved  indirect  cost  reimburse- 
ment rates  are  not  seeking  indirect  cost  reimbursements  for  certain 
grants  and  contracts  which  allow  such  reimbursement.  The  follow- 
ing schedule  lists  these  agencies  and  amounts  of  indirect  cost 
reimbursements  not  collected  as  a   result. 

AGENCIES  NOT  SEEKING   INDIRECT 

COST  REIMBURSEMENTS   ON  ALL  GRANTS  AND   CONTRACTS 

FISCAL  YEAR   1979-80 

Estimated  Amount 
of  Reimbursements 
Agency  Not  Collected 

Department   of   Community  Affairs  $      3,378 

Department   of  Fish,   Wildlife   and   Parks  136,745 

Department   of   Institutions  6,190 

Department   of  Natural   Resources   and   Conservation  107,458 

Department   of   Public   Service  Regulation  15,287 

Montana   State   University  46,288 

University   of   Montana  718 

Total   Reimbursements  Not  Collected  $316,064 


Source:      Compiled  by   the   Office   of   the   Legislative   Auditor. 

Illustration   3 

As  a  result  of  these  agencies'  failure  to  collect  these  allowable 
reimbursements,  state  funds  had  to  pay  the  indirect  costs  related 
to   thf   applicable   federal   grants   and   contracts. 
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Failure  to  Use  the  Maximum  Allowable   Indirect  Cost   Rate 

Several  agencies  did  not  use  maximum  allowable  indirect  cost 
rates  in  computing  indirect  cost  reimbursements  to  be  collected  for 
certain  grants  and  contracts.  The  following  is  a  schedule  of  these 
agencies,  allowable  rates  compared  to  those  used,  and  amounts  of 
indirect  cost   reimbursements   not  collected  as  a   result. 

AGENCIES  NOT  USING   MAXIMUM  ALLOWABLE    INDIRECT  COST 
REIMBURSEMENT  RATES   -   FISCAL  YEAR    1979-80 

Estimated 
Amount   Not 
Agency  Allowable  Rate     Rate  Used  Collected 

Department   of  Fish,  6.6%  3.43%  $122,148 

Wildlife   and   Parks 

Department   of   Institutions  12.4%  Not   Determined  1,168 

Department   of  Natural  10.54%  of  10%  of 

Resources   and   Conservation      total   direct        salaries  46,427 

costs  and  wages 

Total   Not   Collected  $169,743 

Source:      Compiled   by    the   Office   of    the   Legislative   Auditor. 

Illustration  4 

Because  these  agencies  failed  to  obtain  maximum  allowable  indirect 
cost  reimbursements,  state  funds  had  to  improperly  pay  that 
portion  of  the  indirect  costs  that  should  have  been  reimbursed. 
REIMBURSEMENT    DISPOSITION 

General    Fund    Reimbursement    for  SWCAP   Costs 

As  previously  mentioned,  those  portions  of  federal  indirect 
cost  reimbursements  received  applicable  to  SWCAP  are  to  be  put 
into  the  state  general  fund  to  reimburse  it  for  those  indirect  costs 
paid     applicable     to     federal    grants    and    contracts.       We    found     10 
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agencies  thai  received  approximalely  $682,000  in  SWCAP  indirect 
cost  reimbursements  in  fiscal  year  1979-80  that  should  have  been 
deposited  into  the  state  general  fund.  The  agencies  and  the 
amounts  for  which  the  general  fund  should  have  been  reimbursed 
are   listed   on    the   following   schedule. 


AGKNCIKS   NOT    RKIMBUKSING   Tfli'    STATE    GKNERAL    FUND 
FOR   SWCAP   COSi S    -    FISCAL   YEAR    19  79-80 

Estimated   Amoiinl 
Not    Put    in 
Agciuy  General    Fund 

Department    of   AgrituJture  $      2,101 

Department   of   Fish,    Wildlife 
and   Parks  68,000 

Department   of   Institutions  3,332 

Department   of   Natural   Resources 
and   Conservation  26,115 

Department   of   Social    and 
Rehabilitation   Services  209,509 

Department   of   State    Lands  1,135 

Eastern    Montana    College  3,512 

Montan.i    Sldte    IJniversily  181,337 

Office    of    Ihe    Super  i  iiIimhIimiL 
of    Public    Instruction  34,718 

University   of  Montana  152,555 


Tot.il    Reimbursements   That 

Should   Have   Been  Transferred 

to    the   State   General   Fund  $682,314 


Source:       Compiled    by    the   Office    of    the    Legislative   Auditor. 

Illustration   5 


Because  of  these  agencies'  failure  lo  reimburse  the  general 
fund  for  applicable  SWCAP  costs,  the  general  fund  did  not  receive 
$682,000  that  should  have  been  available  for  other  purposes.  By 
not  transferring  the  applicable  reimbursements  to  the  general 
fund,  these  state  agencies  have  obtained  additional  funding  for 
direct  program  expenditures  in  the  amount  that  should  have  been 
transferred   to  the  general   fund. 

Reimbursement  of   Funds   Initially   Paying    Indirect  Costs 

Similar  problems,  as  noted  above,  were  found  regarding 
federally  related  indirect  costs  other  than  SWCAP  costs  which  were 
initially  paid  using  state  funds.  Although  indirect  cost  reimburse- 
ments are  included  in  grant  and  contract  budgets  for  the  purpose 
of  reimbursing  the  funds  initially  incurring  the  cost  of  the  indirect 
services  provided,  we  found  that  the  following  agencies  have  not 
been  depositing  indirect  cost  reimbursements  into  the  funds  initi- 
ally  paying   indirect  costs. 

AGENCIES   USING   IlffllRECT  COST  REIMBURSEMENTS 
FOR  DIRECT  COSTS   -   FISCAL  YEAR   1979-80" 

Fund  That   Should  Estimated  Amount 

Have  Received  Improperly 

Agency  Reimbursement  Expended 

Department   of   Institutions  General    Fund  $66,097 

Department    of   Natural  Fe<leral    and    Private 

Resources    and   Conservation  Revenue   Account  7,121 

Governor's   Office  General    Fund  10>^76 

Total  $83.694 

Source:       Compiled    by    Ihe   Office   of    the    Legislative   Auditor. 

1 1 lustrat  ion   6 
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As  a  result  of  these  procedures,  those  funds  paying  indirect 
costs  have  not  received  reimbursements  of  approximately  $84,000. 
These  agencies  have  obtained  additional  funding  for  direct  grant 
or  contract  costs  while  improperly  placing  the  burden  of  federal 
grant  or  contract  indirect  costs  on  state  funds. 
Revenue  Classification 

In  order  to  determine  the  results  of  state  efforts  to  recover 
federal  indirect  costs,  a  management  memo  by  OBPP  requires  all 
state  agencies  to  use  objects  of  revenue  associated  with  Revenue 
Classification  1701  -  Federal  Indirect  Cost  Reimbursements  for 
federal  indirect  cost  reimbursements.  During  our  review,  we 
found  that  most  state  agencies  are  not  using  Revenue  Classification 
1701.  The  following  is  a  schedule  of  those  agencies  not  crediting 
federal   indirect  cost  reimbursements  to   Revenue  Classification   1701. 
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AGENCIES  NOT  RECORDING  FEDERAL  INDIRECT  COST  REIMBURSEMENTS 

IN  REVENUE  CLASSIFICATION  1 701  -  'FYE'b/3()/86 

Est  implied  Amount  of 
Federal  Indirect  Cost 

Agency  Reimbursements  Received 

Department  of  Agriculture  $    28,391 

Department  of  Community  Affairs  200,546 

Department  of  Labor  and  Industry  - 

Labor  Standards  Division  160,220 

Department  of  Natural  Resources  and 

Conservation  111,889 

Department  of  Social  and  Rehabilitation  2,563,062 
Services 

Department  of  State  Lands  17,244 

Eastern  Montana  College  76,349 

Montana  College  of  Mineral  Scii-nce  270,213 
and  Technology 

Montana  State  University  1,246,559 

Northern  Montana  College  9,570 

Office  of  the  Superintendent  303,778 
of  Public  Instruction 

University  of  Montana  552,737 

Western  Montana  College  16,203 

Total  Indirect  Cost 

Revenues  Not  Credited  $5,556,761 

to  Revenue  Classifi-  —  

cation  1701 

Source:       Compiled    by    the   Office    nl    the    Legislative   Auditor. 

Illustration    7 


State  financial  summary  records  will  continue  to  provide 
inaccurate  figures  regarding  amounts  of  federal  indirect  cost 
reimbursements  amounts  unless  all  agencies  begin  using  the  Reve- 
nue Classification    1701. 
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Direct   Billing   oT  SWCAP   Costs 

Under     present     SWCAP    procedures,     the    Employment    Security 
Division     (ESD)     is     not     being     billed     for     SWCAP     allocated     costs. 
Present     lederal     regulations    regarding     ESD,     which    is    TOO   percent 
federally    funded,    do   not   allow   claiming    Indirect   costs    for   reimburse- 
ment. 

If  ESD  was  actually  billed  for  and  paid  for  the  SWCAP  ser- 
vices it  received,  these  costs  would  become  direct  agency  costs 
which  are  allowable  costs  per  federal  regulations.  The  SWCAP 
costs  which  ESD  could  have  charged  and  received  reimbursement 
under  such  a  procedure  total  approximately  $97,000.  This  amount 
would  have  been  put  in  the  state  general  fund  as  reimbursement 
for  costs  ot  centralized  services  provided  to  ESD. 
CONCLUSION 

Because  of  the  problems  discussed  in  the  preceding  report 
sections,  state  funds  were  used  to  pay  indirect  costs  related  to 
federally  funded  programs  for  which  state  agencies  could  have 
received  reimbursement.  Uncollected  federal  indirect  cost  reim- 
bursement totalled  approximately  $683,000.  Indirect  cost  reim- 
bursements collected,  but  not  transferred  to  the  account  initially 
paying  the  indirect  costs,  totalled  approximately  $766,000  ($759,000 
to   the   general    fund   and   $7,000   to  other   accounts). 

The  significant  dollar  effect  of  these  problems  emphasizes  the 
need  for  centralized  review  and  supervision  of  the  collection  of 
federal  indirect  cost  reimbursements.  Since  the  Governor's  Office 
has   been   statutorily   assigned   the   responsibility    for   accepting 
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federal    assistance    received    by    the   slale  and    lor  prepciralion  o(    Ihe 
statewide     cost     allocation    plan,     it    is    the    agency    best    suited    to 
ensure    that    all     state    agencies    are    complying    with     indirect    cost 
reimbursement   requirements. 
Centralized   Guidance 

The  Governor's  Office  major  contribution  in  assisting  state 
agencies  regarding  federal  indirect  cost  reimbursements  has  been 
the  previously  mentioned  management  memorandum  which  provides 
general  information  regarding  required  procedures.  While  this 
memorandum  is  a  step  in  the  right  direction,  the  continuing  prob- 
lems discussed  in  the  previous  report  sections  show  that  further 
guidance   is  needed   by  many   state  agencies. 

During  our  review,  we  found  problems  which  exist  because 
many  state  agencies  with  federal  grants  and  contracts  are  unaware 
of  indirect  cost  reimbursement  requirements.  More  detailed 
guidance  is  needed,  possibly  in  the  form  of  an  indirect  cost  hand- 
book and  training  courses  on  indirect  costs  and  reimbursements. 
The  handbook  and  training  could  include  copies  of  the  appropriate 
federal  circulars  and  provide  specific  information  on  how  to  calcu- 
late indirect  cost  rates  and  account  for  indirect  cost  reimburse- 
ments. 

RECOMMENDATION   #1 

WE  RECOMMEND  THAT  THE  GOVERNOR'S  OFFICE  PROVIDE 
MORE  SPECIFIC  GUIDANCE  TO  STATE  AGENCIES  REGARD- 
ING   INDIRECT    COST    REIMBURSEMENT. 
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Centralized    Review   Function 

There  is  presently  no  centralized  review  process  to  ensure 
that  state  agencies  are  collecting  all  possible  indirect  cost  reim- 
bursements. The  Governor's  Office  does  maintain  a  State  Clearing- 
house to  comply  with  the  requirements  of  the  Federal  Office  of 
Management  and  Budgets'  (OMB)  Circular  No.  A-95.  This  clearing- 
house is  responsible  for  the  evaluation,  review  and  coordination  of 
requests  lor  federal  and  federally  assisted  programs  and  projects. 
During  fiscal  year  1979-80,  the  clearinghouse  processed  210  applica- 
tions  for  federal   assistance. 

Although  our  office  recommended  in  a  previous  audit  report 
that  the  offices  of  the  Governor  and  Lieutenant  Governor  require 
agencies  to  submit  for  approval  all  grants  and  contracts  that  do 
not  contain  provisions  for  the  reimbursement  of  indirect  costs,  no 
such  review  system  has  been  established.  Based  on  the  problems 
disclosed  by  our  review,  the  need  for  such  a  review  process 
continues.  Such  a  review  could  ensure  that  the  agencies  not 
claiming  indirect  cost  reimbursements  are  not  eligible  to  receive 
such  reimbursements.  The  review  could  also  be  used  to  inform 
those  agencies  that  should  be  obtaining  indirect  cost  reimburse- 
ments. 

RECOMMENDATION   #2 

WE  RECOMMEND  THE  GOVERNOR'S  OFFICE  REVIEW  AND 
APPROVE  APPLICATIONS  FOR  ALL  FEDERAL  GRANTS  AND 
CONTRACTS  PRIOR  TO  SUBMISSION  TO  THE  APPLICABLE 
FEDERAL  AGENCY  TO  ENSURE  THE  COLLECTION  OF  ALLOW- 
ABl  i     FFDFRAl     INDIRFCT    COST     R  MMBU  R5EMFNTS  . 
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March   12,   1981 

RECEIVED 

Mr.   James  H.    Gillett 

Acting  Legislative  Auditor  iA''  1   :]  iJol 

Capitol  Building 

Helena,  Montana  59620  MONTANA  LEGISUTIVE  AUDITOR 

Dear  Mr.  Gillett, 

Our  response  to  the  recommendations  contained  in  the  performance 
review  of  the  collection  of  Federal  Indirect  Cost  Reimbursements  by 
State  Agencies  follows. 

RECOMMENDATION:  We  recommend  that  the  Governor's  Office  provide  more 
specific  guidance  to  state  agencies  regarding  indirect  cost  reimbursement. 

RESPONSE:  This  office  concurs  with  the  recommendation  and  will 
attempt  to  provide  more  detailed  guidance  to  the  state  agencies, 
within  the  limits  of  the  resources  of  this  office.  We  hope  to 
accomplish  this  by  re-issuing  the  management  memo  regarding 
indirect  cost  recovery  and  provide  wider  distribution  of 
information  on  the  preparation  of  indirect  cost  plans. 

RECOMMENDATION:  We  recommend  the  Governor's  Office  review  and  approve 
applications  for  all  general  grants  and  contracts  prior  to  submission 
to  the  applicable  federal  agency  to  ensure  the  collection  of  allowable 
federal  indirect  cost  reimbursements. 

RESPONSE:  This  office  concurs  with  the  recommendation  and 
existing  oversight  procedures  will  be  improved  to  insure  a 
review  of  all  federally  assisted  programs  where  indirect 
cost  reimbursement  is  not  requested.  We  hope  to  accomplish 
this  by  a  more  thorough  review  of  the  grant  requests  when  they 
are  presented  for  A-95  review. 

Respectfully, 

Keith  Col  bo 
Executive  Assistant 

cc:  Troy  McGee 
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